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The Politics of the Market: Re-reading Karl Polanyi 


HANNES LACHER! 


The work of Karl Polanyi has emerged as a major point of reference in critical 
theories of globalisation. It is held that the globalisation of the world economy, 
and the neo-liberal ideology that underpins this process, mark a return to the 
“market utopia” whose original imposition on society and catastrophic collapse 
had been the subject of Polanyi’s The Great Transformation. The expectation—and 
hope—in these approaches is for a revival of the forces of societal self-protection 
which had supposedly succeeded in re-embedding the market after World War 
II.? Globalisation is thus merely the A-phase of a new double-movement; the 
societal response against the ideological push to make markets regulated by 
economic criteria alone is already predictable. Indeed, it is necessary if society 
and its natural environment are to survive.’ 

The model of an embedded economy on which these approaches draw is the 
Keynesian or social-democratic welfare state of the post-war epoch—“embedded 
liberalism”, as John Ruggie poignantly put it. This domestic and international 
order sets limits to the free play of the market, especially through the restriction 
of short-term capital flows in the Bretton Woods system and the social provi- 
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sioning of incomes and transfers. State autonomy and individual security were 
thus increased, the sway of the world market cushioned. While it may not be 
possible to re-establish this social and international order, given that economic 
globalisation has increased the functional integration of markets, the reaction to 
neo-liberalism is conceptualised in ways analogous to the post-war order, as a 
buffering of the human costs of the market through protective institutions. 

The re-embedding of the economy is, in these approaches, conceptualised as 
quite compatible with capitalism. Polanyi is regarded as a prophet of interven- 
tionist welfare capitalism who demonstrated the fatal shortcomings of laissez- 
faire capitalism. Yet for Polanyi, such an organised capitalism was a contradiction 
in terms, an historical impossibility, at least for any length of time. It was no less 
self-destructive than laissez-faire capitalism, if in another way. Indeed, Polanyi 
grounds the “collapse of civilisation” in the first half of the 20th century in the 
fact that the regulation of capitalist societies since the 1870s had been both 
effective and limited. Such societal and national protectionism as did occur 
simultaneously interfered with the market and left it in place, thereby engender- 
ing an insoluble contradiction between economy and society. There were good 
reasons, of course, for society to seek protection from the market, as it suffered 
the destruction of all organic bonds and individual security. Yet protectionism 
exacerbated the crisis of the market system and contributed to its catastrophic 
disintegration. 

This argument, which is central to Polanyi’s work, has been completely 
neglected in most invocations, few of which are more than cursory, of the idea 
of the double-movement in the International Political Economy (IPE) literature.” 
Protectionism, the communal and state intervention in an economic process 
based on the market with the aim of securing the cultural and social integrity 
of human beings and society, is not recognised as an aspect of the problema- 
tic development of capitalism; instead, it is regarded as part of the solution 
of the contradictions of the market system. Thus, Bjérn Hettne suggests that, 
according to Polanyi, “a sort of balance between state and market is created 
through the so-called double-movement”.® Manfred Bienefeld, similarly, claims 
that: 


Polanyi’s optimism stemmed from an historical analysis which demon- 
strated that the socially and politically disruptive effects of excessive 
market deregulation had, in the past, been contained because these 
same effects tended to trigger political responses which reasserted the 


5. One of the few international political economists to note the centrality of the ambiguous character 
of protectionism is Aristide Zolberg: “No escape was found out of this double bind; after self-regulation 
was impaired in the 1880s, the disruptions subsequently grew ever more intense throughout the domain 
of a vastly expanded international economy: from protectionism to imperial rivalries, from imperial 
rivalries to world war, from world war to closed political regimes, economic autarchy, and world 
depression, and then again world war’; Zolberg, “Bounded States in a Global Market: The Uses of 
International Labor Migration”, in Pierre Bourdieu and James S. Coleman {eds.), Social Theory for a 
Changing Society (Boulder: Westview Press, 1991), p. 304. See also Stephen Gill, “Transformation and 
Innovation in the Study of World Order’, in Stephen Gill (ed.), Innovation and Transformation in 
International Studies (Cambridge: Cambridge University Press, 1997), p. 13. 

6. Bjorn Hettne, “The New Regionalism: Implications for Development and Peace”, in Bjorn Hettne 
and Andras Inotai (eds.), The New Regionalism: Implications for Global Development and International 
Security (New York: United Nations University (WIDER), 1994), p. 40. 
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need for the effective social and political regulation of markets, a 
process which he termed the double-movement.’ 


Free trade and the gold standard, for instance, could function only because they 
were accompanied by protectionist policies, which reconciled the conflict be- 
tween economic demands for efficiency and change and the social needs of 
stability and harmony. The market thus needs to be “embedded” by such 
protectionist measures in order to function efficiently.* 

The purpose of this article is to show that Polanyi’s notion of a re-embedded 
economy demands a much more fundamental transcendence of the market than 
these approaches suggest. Societal protectionism and re-embedding are not more 
or less the same thing, but reflect very different structural relationships between 
states and markets. The re-embedding of the economy can only be achieved 
through a complete subjugation of the market; anything less only gives rise to 
economic crisis. It is only a re-embedding through the de-commodification of land, 
labour and money that can reassert societal contro] over the market; protectionism 
cannot achieve this purpose. While it helps to shield society from the vicissitudes 
of capitalism, protectionism leads to a derangement of the market. Thus, we 
have to add a third alternative to the well-known distinction between societies 
with markets and market societies. Societies in which protectionism is dominant 
are not “societies with markets”, but market systems with an economic mechan- 
ism that is impaired.’ 

Karl Polanyi’s work expresses a highly idiosyncratic, non-Marxist socialism 
whose analytical and political implications for the comprehension of capitalist 
development and the potentials for transformative action have not yet been 
explored fully in IPE (and perhaps in the wider literature on Polanyi as well). Its 
core problematique is not a contradiction within the economy, as for both Marx 
and Keynes, but a social and cultural contradiction between the disembedded 
market and the conditions which make society, and social relations between 
human beings, possible. The first section of this article reconstructs the concep- 
tual apparatus with which Polanyi tries to grasp the historical specificity of 
capitalism and its economic and social logic of process. It seeks to establish the 
reasons for the incompatibility between the market mechanism and societal 
protectionism. The following section shows that this incompatibility, rather than 
just the destructive consequences of liberal capitalism, is indeed at the heart of 
Polanyi’s explanation of the catastrophic breakdown of social and international 
relations in communism, fascism and two world wars. Finally, I will point out 
some consequences of a reconstructed Polanyian perspective for the conceptual- 
isation of neo-liberalism and the challenges it generates. The strengthening of 
“civil society”, I argue, is insufficient to bring about a re-embedding in Polanyi’s 
sense and is fit only to produce an “embedded neo-liberalism” which falls just 
as much short of a genuine re-embedding of the economy as “embedded 
liberalism” did. 


7. Bienefeld, op cit., p. 7. 

8. Ibid., pp. 6, 8. 

9. See Karl Polanyi, The Great Transformation (Boston: Beacon Press, 1957), pp. 201-218. On the 
distinction between market society and society with markets, cf. Fred Block and Margaret R. Somers, 
“Beyond the Economistic Fallacy: The Holistic Social Science of Karl Polanyi”, in Theda Skocpol (ed.), 
Vision and Method in Historical Sociology (Cambridge: Cambridge University Press, 1984), p. 65. 
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Disembedding the Economy: Of Patterns, Principles and Institutions 


Capitalism, for Polanyi, can never be regulated or “organised”, at least not for 
any length of time. The reason lies in the particular character of capitalism as a 
form of organisation of the economy. Defined substantially rather than formally, 
the economy can be understood, trans-historically, as the institutionalised inter- 
action between human beings and their natural surroundings and with each 
other in satisfaction of their material wants.’ This institutionalised economic 
process can assume very different forms. Prior to the rise of the “market 
economy”, however, societies had one fundamental thing in common: subsist- 
ence rather than gain dominated economic activity. These “economies” were 
thus embedded in society and its socially defined aims and values. As long as 
material activities were governed by the motive of subsistence, no distinctive 
economic sphere existed in society." In capitalism, however, the institutionalised 
economic process becomes constituted as separate from other social relations 
through the commodification of land, labour and money. It is on this basis that 
“the market” arises as the institution governing the material production and 
reproduction of society, mediated through the pursuit of profit according to the 
rules of formal rationality. For the consequence of the commodification of land, 
labour and money was the eclipse of the motive of subsistence by that of hunger 
and profit—as people now had to rely on the market for their livelihood—and 
thus the emergence of a distinctively “economic” interest.'? This interest does 
not tolerate limitations, as the reproduction of humanity’s livelihood through the 
market depends on the ability of property owners to satisfy their wants and 
needs and of those without property to “earn a living”. 

For political economy and neo-classical economics, the profit motive was a 
given, deduced from human nature or the structure of competition. For Polanyi, 
by contrast, the question is how such a specifically economic interest came into 
existence. We have already seen his answer in conceptual terms: the com- 
modification of land, labour and money produces scarcity (another “given” in 
economics) in the means which provide the livelihood of individuals, and thus 
forces them to act according to the rules of the market. But what set in motion 
the pathogenesis of such a separate economic system that imposes its rationality 
on the members of society? For Polanyi, this requires a political act, which 
withdraws state and communal protection from men and women and forces 
them to sell their labour, and deregulates the sale of land and the use of money. 
It is in this way that the (i.e. capitalist) market comes into existence, whose logic 
and dynamic is fundamentally distinct from pre-modern product markets. 
Historically, states engaged in the deregulation of pre-modern markets in 
response to the opportunities and challenges of the industrial revolution and the 
rising costs of investment this entailed.’ To meet these costs, the organisers of 


10. Karl Polanyi, The Livelihood of Man (New York: Academic Press, 1977), pp. 31-32. 

11. Polanyi, The Great Transformation, op. cit., p. 46. Cf. Karl Polanyi, “Our Obsolete Market 
Mentality”, in George Dalton (ed.), Primitive, Archaic and Modern Economies: Essays of Karl Polanyi 
(Garden City, NY: Doubleday, 1968), pp. 62-65 (originally published in Commentary, Vol. 3, 1947). 

12. Polanyi, “Obsolete Market Mentality”, op. cit., p. 64. Cf. James Ronald Stanfield, The Economic 
Thought of Karl Polanyi: Lives and Livelihood (London: Macmillan, 1986), pp. 58-60. 

13. Polanyi, The Great Transformation, op. cit., pp. 40-42, 75. Polanyi’s argument on the origins of 
market society has a very positive side, but also problems. On the one hand, he turns away from the 
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production must be able to buy anything necessary for production, and they 
must be able to sell their products in large numbers. Only the capitalist 
transformation of the economy, which entails the commodification of land, 
labour and money, could provide the means to come to terms with “the 
machine”. 

The rise of capitalist modernity, for Polanyi, is thus not, as it is for much of 
contemporary historical sociology and historical political economy, the result of 
the gradual expansion of exchange and the corresponding evolution of social 
institutions conducive to exchange.'? Economising behaviour, inasmuch as it 
existed, could not produce the cumulative effect of a price-setting market as the 
“supporting structures” (or “social patterns”) of pre-modern societies did not 
allow for this. They placed a premium on other principles of “economic” 
behaviour (in the substantive sense) which were determined by social values. 
This distinction between social patterns and principles of economic behaviour is 
crucial to the interpretation of Polanyi’s work. It allows us to understand not 
only why trade did not give rise to capitalism, but also, as we shall see, why 
protectionism could not re-embed the economy in capitalism. 

Behavioural principles are reciprocity, redistribution, householding and ex- 
change (or barter); these principles correspond, respectively, to the patterns of 
symmetry, centricity, autarchy and market.’ The social pattern of a society is 
constitutive of the nature and role of economic organisation in a society. Its 
corresponding economic principle will integrate the economy if it is dominant, 
yet the other principles will be present in a subordinate position. Thus, in an 
economy based on centricity, it will (or should) be redistribution which or- 
ganises and integrates the economic process. Some exchange will occur, yet its 
meaning and dynamic will be different from that in a society based on the 
market pattern.’® In particular, exchange cannot become an expansive force 
before the market pattern has been established through the commodification of 
land, labour and money. 


Footnote 13 continued 


evolutionist forms of explanation which mar both orthodox Marxism and liberalism, where capitalism 
is seen as the outcome of the long sweep of history during which expanding trade and rising middle 
classes prepared the final triumph of capitalism. Even where these scholars recognise that capitalism 
was not fully developed by the 16th century and insist on the specificity of industrial capitalism (as 
distinct from, say, “commercial” capitalism), they see this as a qualitative rather than quantitative 
development. Taking Polanyi seriously would entail a total revision of the transition debate in an IPE 
perspective; arguably, none of the existing accounts even begins to do justice to this challenge. On the 
other hand, Polanyi relies on the convenient deus ex machina which suddenly appears out of nowhere 
to pose the greatest challenge to an overwhelmed humanity; cf. Ellen Meiksins Wood, “From 
Opportunity to Imperative: The History of the Market”, Monthly Review, Vol. 46, No. 3 (1994). As 
Giddens argues, this technological transformation should be seen as a consequence rather than the cause 
of capitalism; Anthony Giddens, The Nation-state and Violence (Berkeley and Los Angeles: University 
of California Press, 1985). It may be in the work of Robert Brenner that we find a starting point for a 
history of the emergence of capitalism which can explain the industrial revolution as a consequence 
of capitalist development while overcoming evolutionism and economism; Robert Brenner, “The 
Agrarian Roots of European Capitalism”, in T.H. Aston and C.HLE. Philpin (eds.), The Brenner Debate. 
Agrarian Class Structure and Economic Development in Pre-industrial Europe (Cambridge: Cambridge 
University Press, 1985). 

14. Polanyi, The Great Transformation, op. cit., pp. 60-63. 

15. Polanyi, The Great Transformation, op. cit., pp. 47-55; and Livelihood of Man, op. cit., pp. 35-43. 

16. Polanyi, The Great Transformation, op. cit., p. 56. 
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Trouble looms, however, if there is a disjuncture between the pattern of a 
society and its integrative principle. This is the case, more than anywhere else, 
in capitalist societies. The market pattern demands a much more exclusive role 
of exchange as its form of integration than was the case in the relationship 
between other patterns and their corresponding principles. For, as we have 
already seen, the market pattern uniquely gives rise to a separate institution 
which is exclusively economic in nature, and geared towards the (profitable) 
organisation of material production. This institution is the self-regulating market 
(or market mechanism). For the rest of society, this separate existence of the 
economy requires that society be run as “an adjunct to the market”.’® For once 
established as a separate institution, the market “must be allowed to function 
without outside interference”. 

Only a liberal form of regulation of the market is from then on able to sustain 
the market mechanism and its requirements. It is in this way that society 
becomes subordinated to the market; “society must be shaped in such a manner 
as to allow that system to function according to its own laws”.”” Having 
entrusted material production to the market by commodifying land, labour and 
money, society now had to take care not to disrupt the fragile mechanism on 
which its material reproduction and the livelihood of each of its members and 
became dependent. Anything that might disturb the self-regulation of the 
market would now simultaneously endanger society itself by disrupting its 
material reproduction in toto. Everything that might limit the profits of those 
holding property would now endanger the livelihood of human beings as the 
control over investments had been made subject to considerations of private 
profit. Thus, market economy creates a market society and only if society accepts 
its subordinate role can the market organise production and distribution accord- 
ing to criteria of efficiency and scarcity. Interference with the market mechanism 
would disturb its precarious balance and thus endanger the livelihood of society. 

Economic crises are thus, for Polanyi, to be understood as a consequence, rather 
than cause, of the socio-cultural crises of the market system; yet because material 
reproduction has been turned over to the market mechanism in capitalism, 
economic crises inevitably will spill back into society and produce tensions in 
the domestic and international institutions which sustain its operation. Crises 
result from the interference with the market mechanism as a consequence of 
attempts to protect society against the market.” In as much as such protective 


17. Thus, in capitalism we have to distinguish between the market pattern, the market as an institution 
and exchange as a behavioural principle (which is also, because of its privileged role, the integrative 
mechanism of the system; ibid., pp. 56-57). 

18. Ibid., p. 57. 

19. Ibid., p. 41. Polanyi is very clear on this: “Nothing must be allowed to inhibit the formation of 
markets, nor must incomes be permitted to be formed otherwise than through the market. Neither must 
there be any interference with the adjustment of prices to changed market conditions—whether the 
prices are those of goods, labor, land or money. ... Neither price, nor supply, nor demand must be fixed 
or regulated; only such policies and measures are in order which help to ensure the self-regulation of 
the market by creating conditions which make the market the only organizing power in the economic 
sphere”; ibid., p. 69. 

20. Ibid., p. 57. 

21. This argument needs to be qualified. Polanyi notes that the market mechanism, especially 
inasmuch as it concerns the commodification of money, is destructive even of capitalist business 
organisation itself. Protectionist measures are therefore needed in this respect, which in turn 
undermines the automaticity of the market; ibid., pp. 192-200. 
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measures do not root out the market by decommodifying land, labour and 
money, they themselves become part and parcel of the pathology of capitalist 
development. 


The Historical Dialectic of Liberalism and Protectionism: Peace to War 


Yet economic crisis was not the only or even most pressing threat to society in 
a social system patterned by the market; the social and cultural devastation 
produced even by a market in equilibrium was still more important. Note that, 
so far, Polanyi has accepted a substantial part of the liberal argument about the 
economic rationale for laissez-faire, though he has been able to show its historical 
basis in the political production of a particular social pattern. But Polanyi is 
unwilling to accept that the market has to remain the organisational form of 
humanity’s economic metabolism with nature; he argues for a transcendence of 
the historical pattern which generated the market mechanism and its rationality. 
Moreover, the peoples of the industrialising European countries were actually 
resisting the logic of the market and tried to limit its sway from the very 
beginning at the end of the 18th century. Thus, despite the dangers to the 
material reproduction of society, its members sought to limit the market mech- 
anism through state measures to protect them against the ravages of the 
self-regulating market. 

The source of this self-protective movement which counters the influence of 
laissez-faire ideology can be located in the social and cultural destruction 
wrought upon society and its members by the treatment of land, money and, 
above all, labour as if they were commodities; “obviously the dislocation caused 
by such devices must disjoint man’s relationships and threaten his natural 
habitat with annihilation”.” The catastrophe of the market is not, for Polanyi, 
that it impoverishes workers as part of its routine operation, or that it has an 
intrinsic tendency to produce economic crises. Indeed he rejects the Marxist 
approach by noting that the industrial revolution and /aissez-faire actually went 
together with rising material living standards. Those who stress exploitation 
partake in the “economistic prejudice”: they “hide from our view the even 
greater issue of cultural degeneration”. For Polanyi, then, the commodification 
of land and labour is “only a short formula for the liquidation of every and any 
cultural institution in an organic society”.” 

Polanyi credits Robert Owen with first having highlighted this cultural contra- 
diction at the heart of capitalism, and the need for societal self-protection. 
“Owen justly pronounced that unless legislative interference and direction 
counteracted these devastating forces, great and permanent evils would follow.” 
In fact the self-regulating market was accompanied, from the beginning, by 
attempts to protect society from the “satanic mill” of the market, which “ground 
men into masses”. Yet Polanyi adds that Owen “did not, at this time, foresee that 
the self-protection of society for which he was calling would prove incompatible 


22. Ibid., p. 42. Cf. Stanfield, op. cit., p. 13. 

23. Ibid., p. 159; cf. p. 73: “In disposing of a man’s labor power the system would, incidentally, dispose 
of the physical, psychological, and moral entity ‘man’ attached to that tag.” Compare Maria Szecsi, 
“Looking Back on The Great Transformation’, Monthly Review, Vol. 30, No. 8 (1979), p. 35f. 
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with the functioning of the economic system itself’.** By interfering with the 
market mechanism, society was able to protect humanity and nature against some 
of the worst consequences of the commodification of land and labour; yet 
precisely because these challenges were ad hoc rather than systematic, they were 
unable to overcome the organisation of the economy on the basis of the market 
pattern. This social pattern required that the market mechanism be self-regulat- 
ing, yet self-regulation was increasingly impaired. Necessary from the point of 
view of society as it is, protectionism is not simply the solution to the ravages 
of capitalism, but an actualisation of the contradictory relationship between 
market economy and market society. The consequences of protectionism were 
catastrophic rather than benign precisely because the market pattern remained 
at the heart of social organisation. 

Since the 1870s, laissez-faire was on the wane and protectionism began to recast 
the relationship between society, the state and the economy. It is this counter- 
movement to the imposition of the self-regulating market which Polanyi 
identifies as the proximate cause of the catastrophes of the first half of the 20th 
century. Nineteenth-century civilisation “disintegrated as a result of ... the 
measures which society adopted in order not to be, in its turn, annihilated by the 
action of the self-regulating market’.” The phenomena that expressed this 
disintegration included the increasing rivalry between states, imperialism, the 
rise of communism and fascism, and two world wars.** How could this happen? 
Polanyi argues that, with the ascendance of protectionism: 


Less and Jess could markets be described as autonomous and automatic 
mechanisms of competing atoms. ... Economic adjustment became slow 
and difficult. The self-regulating market was gravely hampered. 
Eventually, unadjusted price and cost structures prolonged depres- 
sions, unadjusted equipment retarded the liquidation of unprofitable 
investments, unadjusted price and income levels caused social tensions. 
... Nevertheless, the institutional separation of the political from the 
economic sphere was constitutive to market society and had to be 
maintained whatever the tension involved.” 


In fact, this institutional separation became reproduced on an ever wider scale, 
as the self-regulating market was in some respects buttressed by protectionism. 
It coincided with a movement of world economic expansion through which most 


24. Polanyi, op. cit., p. 129; cf. p. 130: “Vital though such a countermovement was for the protection 
of society, in the last analysis it was incompatible with the self-regulation of the market, and thus with 
the market system itself”; ibid., p. 130. 

25. Ibid., p. 249. 

26. Ibid., p. 209; cf. Michael Hechter, “Karl Polanyi’s Social Theory: A Critique”, Politics and Society, 
Vol. 10, No. 4 (1980, p. 418. 

27. Polanyi, ibid., p. 218. It is important to note that Polanyi seems to conceive of the separation of 
politics and economics at a different level than that concerned by the intervention of the state in the 
economy. Political intervention and regulation of the market affects the operation of the market 
mechanism, not least by guaranteeing it politically, but it does not overcome the organisation of the 
economy through a separate institution. Polanyi makes it clear that a “self-regulating market demands 
nothing less than the institutional separation of society into an economic and political sphere. Such a 
dichotomy is, in effect, merely the restatement, from the point of view of society as a whole, of the 
existence of a self-regulating market”; ibid., p. 71. 
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extra-European areas where submitted to the same commodification of land and 
labour that had been imposed on Europe. 


World trade now meant organization of life on the planet under a 
self-regulating market, comprising labor, land, and money, with the 
gold standard as the guardian of this gargantuan automaton. Nations 
and peoples were merely puppets in a show utterly beyond their 
control.” 


States did not therefore, regain their autonomy by strengthening the protective 
armour of the nation in the process of increasing national protectionism. The 
world economy, however, became increasingly an international economy, in 
which states rather than individuals were the fundamental “units”, intent on 
shifting the burdens of international adjustment. One method of choice was 
imperialist expansion, leading to increasing rivalries between the European 
powers and thus the breakdown of the balance of power. But internal pressures 
for protection, especially when articulated by masses recently enfranchised, also 
continued to build and continuing economic crises sharpened the contradiction 
between market economy and democratic society. Organised labour used its 
parliamentary power to press its sectional interests, while “capitalists built 
industry into a fortress from which to lord the country. Popular bodies re- 
sponded by ruthlessly intervening in business, ignoring the needs of the given 
form of industry.”” Thus, “[t]wo vital functions of society, the political and the 
economic, were being used and abused as weapons”. The contradiction between 
liberalism and protectionism was thus superimposed by the clash between 
capital and labour, turning economic “crisis into catastrophe”.*’ It was on this 
basis that fascism could arise, with its solution to the problems of capitalism that 
negated individual liberty. 

This is the tragedy of modern history. Society’s attempt to mitigate the 
economy’s totalising demands, the defence of everything that makes us human, 
led to its deepest crisis and total breakdown of society precisely to the degree 
that this self-defence was successful. 


The successive victories of this counter-movement impaired the effec- 
tiveness of a self-regulating market, or the unimpeded supremacy of 
the economy over people, resulting in even deeper economic disorders 
and even stronger movements for protection. Behind the backs of all 
concerned, these processes gradually undermined the basis of nine- 
teenth-century stability, leading to World War I and the seemingly 
sudden collapse of civilization. The 1920 and 1930s were a new period 
of stalemate ... during which a new order struggled to be born.”! 


As Polanyi notes, his descriptive account of the double-movement is 
“substantially similar” to that put forward by liberals who claim that it was the 
incompleteness of the liberal project which brought about the collapse of 


28. Ibid., p. 217. 

29. Ibid., pp. 227, 235. The centrality of the contradiction between democracy and the market 
mechanism in the 1920s to Polanyi’s thought is stressed by Michele Cangiani, “Prelude to The Great 
Transformation: Karl Polanyi’s Articles for Der Oesterreichische Volkswirt”, in Kenneth McRobbie 
(ed.), Humanity, Society and Commitment: On Karl Polanyi (Montreal: Black Rose, 1994). 

30. Ibid., pp. 133-134. 

31. Block and Somers, op. cif., p. 58. 
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civilisation and peace. He agrees that “all the crucial problems of the present” 
can be traced back to the period of the 1870s when protectionism became the 
dominant force. But in radical contrast to the liberal account, Polanyi does not 
see protectionism as the product of the selfish pursuit of particular interests by 
workers, peasants and aristocrats. It was carried not by a “collectivist con- 
spiracy”, but by the spontaneous revulsion against the commodification of 
society, a necessary revolt therefore, and in the general interest of society. The 
proximate cause must therefore be related to the root cause of the subsequent 
disasters, which was the “inherent absurdity of the idea of the self-regulating 


market system”. 


Beyond Market Society? 


Society in the age of capitalism could not survive without societal and national 
protectionism; yet protectionism, while it indicated the desire of society to 
replace the market (though not necessarily all product markets) with an econ- 
omic organisation more suitable to human nature and organic social relations, 
could not overcome the disastrous dynamic of the markets system; instead, it 
gave it a different bent. Not a more benign re-balancing of the spheres of society 
or a gradual re-embedding of the economy was the effect of protectionism, but 
a mutual incapacitation of political and economic spheres. Polanyi summarises 
the complex dialectic at the heart of his account thus: 


Our thesis is that the idea of a self-adjusting market implied a stark 
utopia. Such an institution could not exist for any length of time 
without annihilating the human and natural substance of society; it 
would have physically destroyed man and transformed his surround- 
ings into a wilderness. Inevitably, society took measures to protect 
itself, but whatever measures it took impaired the self-regulation of the market, 
disorganized industrial life, and thus endangered society in yet another way.* 


The reception of Polanyi in IPE has so far focused almost exclusively on the 
defects of the free market. To be sure, for Polanyi the pursuit of the market 
utopia is the ultimate source of the catastrophes of the 20th century; but by 
abstracting from the dangers of protectionism within a market system, a prob- 
lematic simplification of Polanyi’s argument takes place. Whereas for Polanyi 
“protective action conflicted fatally with the self-regulation of the system”,“ the 
IPE account does not recognise any problematic consequence of the counter- 
movement. It tells a story of great folly and gradual redress, and the redress is 
without negative effects on the economy and social totality. This allows for the 
solution to the problem of industrial society—how to use “the machine” without 
being destroyed by it in the process—to be sought within the confines of 
capitalism. 

Polanyi’s ideas, I venture to say, were directed not to the creation of a more 
humane capitalism; instead he recognised the inherent infeasibility of such a 
project, as “the market” has to be free if it is to be able to secure humanity’s 
reproductive relationship with its natural environment. The thrust of his argu- 


32. Polanyi, The Great Transformation, op. cit., pp. 141, 145. 
33. Ibid., p. 3 (emphasis added). 
34. Ibid., p. 83 (emphasis added). 
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ment points towards democratic socialism.* While recognising that “really 
existing socialism” was not democratic, he insisted that only socialism could 
retain democracy now that popular governance had come into contradiction 
with the market. Assuming that liberal democracy could no longer co-exist with 
the liberal market because of the platform it offered to social groups and classes 


for interference with the self-regulation of the market, Polanyi had concluded in 
1937: 


A modern industrial society, in the long run, is either democratic or 
fascist. It is either based on the ideal of human equality and responsi- 
bility or on their negation. But democracy cannot be maintained under 
the conditions of present-day life, unless the principles of democracy 
are extended to the whole of society including the economy itself. This 
is commonly called Socialism.” 


The notion that an embedded economy has to be based on the democratisation 
of the economy, remained central in The Great Transformation, along with the 
notion that this presupposed the complete decommodification of land, labour 
and money.” 

Measured against criteria, “embedded liberalism” did not entail a re-embed- 
ding of the economy.” The welfare state did not reduce the market to a mere 
“accessory” of social life as it would be in a “society with markets”. Whatever 
the importance of the reorganisation of capitalism, significant as it was, it cannot 
be conceptualised in these terms; instead, it may be more appropriate to 
understand welfare capitalism as an extension of the limited protectionism 
prevalent since the 1870s. This, of course, implies that its analysis in a Polanyian 
framework requires first and foremost an inquiry into the continuing contradic- 
tions between society and the market. Rather than to take the welfare state 
as a replicable model with which neo-liberalism can be countered, such an 
approach would allow us to understand the short-lived nature of this form 
of organised capitalism and impress on us the need to think about alternatives 
to neo-liberal capitalism not in terms of providing certain regulatory and 
restrictive institutions, but along the lines indicated by Polanyi. It is true 
that Polanyi was “a somewhat coy socialist, preferring indirection to outright 
espousal”.”” But his basic insight, that there are definite limits to social 


35. Kari Polanyi-Levitt and Marguerite Mendell, “Karl Polanyi: His Life and Times”, Studies in 
Political Economy, No. 22 (1987); Kari Polanyi-Levitt, “Karl Polanyi as a Socialist”, in Kenneth McRobbie 
(ed.), Humanity, Society and Commitment: On Karl Polanyi (Montreal: Black Rose, 1994). 

36. Karl Polanyi, Europe To-day (London: Workers’ Educational Trade Union Committee, 1937), p. 56. 
Cf. Gyorgy Litvan, “Democratic Values and Socialist Values in Karl Polanyi’s Thought”, in Marguerite 
Mendell and Daniel Salée (eds.), op. cit., p. 257: Polanyi “was, first and foremost, as he had put it, ‘a 
radical anti-capitalist, a critic of the market-system’, who expected little of democracy itself, while 
everything valuable—that is human emancipation and free life—of socialism’. Similarly, Humphreys 
notes that “the main theme of The Great Transformation [is] the need for a planned socialist economy 
and the rejection of the argument that only a free market system could preserve liberal values”; 5.C. 
Humphreys, “History, Economics, and Anthropology: The Work of Karl Polanyi”, History and Theory, 
Vol. 8, No. 2 (1969), p. 172. 

37. Polanyi, The Great Transformation, op. cit., p. 234. 

38. See Hannes Lacher, “Embedded Liberalism, Disembedded Markets: Reconceptualising the Pax 
Americana”, New Political Economy, Vol. 4, No. 3, 1999. 

39. Allen Morris Sievers, Has Market Capitalism Collapsed? A Critique of Karl Polanyi’s New Economics 
(New York: AMS Press, 1968), pp. 295-296. Sievers adds: “[Polanyi] is a prophet of a new world, but 
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self-determination as long as the market remains the basis for the social 
production and reproduction of society, points exactly to what it is that has to 
be overcome. 

To Polanyi, the subjugation of “the market” can only be total; if it is less than 
complete, then the social power embodied in the political regulation of the 
market will actually contradict the social power embodied in the commodities 
traded in the market.” It is this lesson of Polanyi’s history of the catastrophic 
failure of the market utopia which seems to have been lost in most of the current 
attempts to envisage an effective response to neo-liberalism. This is no surprise, 
of course, as the vision of a socialist transcendence of capitalism does not seem 
to have much immediate relevance and the search for progressive alternatives to 
neo-liberal globalisation is pressing. Thus, Robert Latham notes that “[s]hort of 
socialist revolution, nowhere does Polanyi identify or think through the range of 
modern state actions necessary to contest the organisation of material life around 
markets”.*' Latham suggests that the state itself can no longer be seen unre- 
servedly as the agent of progressive transformation, as it has been implicated in 
the liberation of capital markets which is so crucial to globalisation. Indeed, the 
state has been, traditionally, the agent of limited protectionism rather than a 
fundamental challenge to the market. It is thus to the forces of civil society that 
we have to turn, though their influence on social change will be limited if they 
do not aim eventually to capture state power. The aim should be to develop a 
variety of overlapping forms of “democratic provisioning”, whose purpose it is 
to endow social communities with the necessary material and social means to 
sustain community life. 


When it comes to provision, we need it all: global, local, state, regional, 
market, collectivist, industrial, capitalist, socialist and modes not yet 
imagined. ... Rather than simply bemoan the exploitation of markets 
and thereupon call for the abolition or severe containment, democratic 
provisionists would seek to organise the political capacity to develop 
strategies for the exploitation of markets for the ends of provision.” 


According to Latham, this is the point of Polanyi’s work: “there is no one 
strategy, mechanism or schema like socialism or localism for contending 
with the social costs of the market’. But such—contending with the social 
externalities of the market—is the purpose of protectionism, rather than of the 


Footnote 39 continued 


he chooses to talk mostly about the old world. At least one reviewer has taken his position to be simple 
interventionism rather than outright socialism. But his consistent evaluation of socialism as the one 
program which circumvents capitalism while retaining democracy can mark him for nothing but a 
socialist’; ibid., pp. 295-296. Sievers’ study, valuable for its systematic exploration of Polanyi’s argument 
but somewhat arid, was originally published in 1947. 

40. For an argument to the contrary, see Ivan Szelenyi, “Karl Polanyi and the Theory of a Socialist 
Mixed Economy”, in Marguerite Mendell and Daniel Salée (eds.), The Legacy of Karl Polanyi. Market, State 
and Society at the End of the Twentieth Century (London: Macmillan, 1991). 

41. Robert Latham, “Globalisation and Democratic Provisionism: Re-reading Polanyi”, New Political 
Economy, Vol. 2, No. 1 (1997), p. 55. 

42. Ibid., p. 60. 

43, Ibid., p.58. A very similar argument is made by Jacques Godbout, “The Self-regulating State”, 
in Marguerite Mendell and Daniel Salée (eds.), The Legacy of Karl Polanyi. Market, State and Society at the 
End of the Twentieth Century (London: Macmillan, 1991); cf. Eric Helleiner, “International Political 
Economy and the Greens”, New Political Economy, Vol. 1, No. 1 (1996). 
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re-embedding of the market, and all the caveats as to the incompatibility 
between protectionism (whether communal or state) and the market system 
pertain to it. Latham does not address the negative (and potentially catastrophic) 
consequences of protectionism beyond noting that they have served to make the 
sway of the market more palatable. And indeed, would this not be the impli- 
cation of Latham’s appropriation of Polanyi: an embedded neo-liberalism that leaves 
the market itself uncontested in any fundamental sense; a market which continues 
to impose the logic of commodity relations on people whose life remains depen- 
dent on the market as they continue to be “fictitious commodities”; and thus a 
structure within which attempts to limit the logic of the market must be paid with 
economic crises? Polanyi’s argument, at least, would suggest so. 


Conclusion 


Fundamental to Polanyi’s analysis is his recognition that the self-regulating 
market, as an economic institution, is not displaced from the centre of society's 
material reproduction by limiting this self-regulation. Consequently, no mere 
protectionism and state intervention, on whatever scale, can overcome the 
market utopia; on the contrary, they are part of the pathology of market society, 
as they interfere with the market, thus disturbing its equilibrium. To limit the 
challenge to the sovereignty of the market to the pursuit of national and societal 
protectionism is to trade in the cultural for an economic contradiction. 

The conclusion which Polanyi draws from this argument is not that society 
has to accept the rule of the market; instead he argues that the unsuitability of 
protectionism, its incompatibility with the market, leaves no choice but to 
disempower the market through the decommodification of the economists’ 
“factors of production”. Again, then, the conclusion is that to break through the 
pathology of capitalist development, much more fundamental steps have to be 
taken: not more protectionism, but some form of socialism in which land, labour 
and money are no longer thought of as commodities. And this was not one of 
the achievements of welfare capitalism, whatever else its merits may have been 
while it lasted. In fact, Polanyi leaves us with no other choice than that between 
liberalism and socialism. 

We may not want to accept this choice; but then the burden is on us to show 
what structural transformations in the nature of capitalism may have rendered 
protectionism and the market compatible. The failure of Keynesianism must 
warn us against taking this task too lightly. Yet it has to be admitted that this 
may have been the consequence of the particular nature of the Keynesian 
project; a more civil-society oriented approach to protect society through 
strengthening reciprocity rather than redistribution may not have such defects. 
In addition to demonstrating the economic viability of such an approach, we 
would require a conceptual elaboration how such a strategy might indeed help 
to genuinely overcome (rather than just buffer) the destructive social and 
cultural implications of a world market which continues to treat human beings 
as commodities and which imposes the economic logic of commodity relations 
on the members of this world society. 

We may, finally, not want to accept that there is a logic of the market, apart 
from that which has been inscribed into it by social and political forces, and 
thereby attempt to break through what appears to be a self-limiting economism 
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reminiscent of orthodox Marxism. Yet Polanyi insisted that capitalist society is 
economically determined, uniquely so. As we have seen, this determination does 
not express itself solely through the adherence to market imperatives in periods 
marked by the dominance of laissez-faire, but also through the contradiction 
between the market and the needs of society’s material self-reproduction in 
phases of protectionism. While it is an expression of the “economistic fallacy” to 
see the dynamic of the capitalist market present in pre-modern societies, its 
obverse side would seem to be the denial of such a logic in capitalism. 

The great value of Polanyi’s work is that it poses a highly distinctive historical 
hypothesis as to the nature of the totalising force of capitalism and its internal 
contradictions. Yet Polanyi may also have accepted too much of the systemic 
logic attributed to the capitalist economy by classical political economy and 
neo-classical economics, content to subvert and invert liberalism on the basis of 
a moral argument.” This argument necessarily loses its social power once the 
idea that money, land and especially labour are violated by their treatment as 
fictitious commodities gets lost, perhaps itself a consequence of the ever deepen- 
ing commodification of human life. Polanyi’s work offers one of the most 
stimulating starting points for trying to understand the contradictions of the 
current epoch, but it may not be possible to do his work justice by simply 
projecting the notion of the double-movement into the future.*” A more system- 
atic reception of his thought might help us to advance its explanatory and 
praxeological potentials in the current epoch. 


44. John Lie argues that “[Polanyi] is content to criticize the idea of fictitious commodities from the 
standpoint of the Kantian ethical injunction against treating people as means, rather than as ends ( ... ). 
By elevating the moral criticism at the expense of the analytical, he discloses neither the institution nor 
the process of market exchange.” Lie, “Embedding Polanyi’s Market Society”, Sociological Perspectives, 
Vol. 34, No. 2 (1991), p. 225. This critique seems too extreme as it does not take into account Polanyi’s 
major analytical achievement, the elaboration of the sociological foundation which gives rise to the 
market process. Yet the point regarding the acceptance of a neo-classical understanding of capitalist 
(if not pre-capitalist) economies is also forcefully made by Maurice Godelier, “Karl Polanyi and the 
‘Shifting Place’ of the Economy in Societies”, in The Mental and the Material: Thought, Economy and Society 
(Verso: London, 1986). 

45. Cf. Bienefeld, Karl Polanyi, op. cit., p. 27. 
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